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Executive Summary 

Introduction 

The Office of Inspector General (OIG) audited the Veterans Benefits Administration 
(VBA) Administrative and Loan Accounting Center (ALAC) to determine whether the 
facility was operating in accordance with applicable laws, regulations, and policies and to 
assess internal controls. 

Results 

We concluded that the ALAC was generally operating in accordance with applicable 
laws, regulations, and policies.  However, we identified four opportunities to improve 
internal controls: (1) ALAC accounting records included transactions that ALAC 
employees did not initiate or validate, (2) employee duties were not appropriately 
segregated, (3) payments were not screened for duplicates, and (4) certain payment errors 
were not corrected promptly.  In addition, ALAC employees needed to improve 
compliance with policies concerning management of accounts receivable.  Improved 
controls and compliance with policies would have resulted in the recovery of $398,766 in 
duplicate and misdirected payments and accounts receivable owed by vendors. 

Recommendations 

We recommended that the VBA Chief Financial Officer (CFO), in coordination with the 
Director, Loan Guaranty Service (LGS), take actions to strengthen accountability for 
transactions included in ALAC accounting records and ensure that employee duties are 
segregated whenever practicable.  We also recommended that the ALAC Director take 
actions to (1) develop and implement procedures to detect and recover duplicate and 
other erroneous payments and (2) improve management of accounts receivable. 

Comments 

The Under Secretary for Benefits agreed with the findings and recommendations and 
provided acceptable implementation plans.  (See Appendix B, pages 12–19, for the full 
text of the Under Secretary’s comments.)  We will follow up on the implementation of 
planned improvement actions until they are completed. 
 
 
                                                                                                (original signed by:) 
 
 

 KENNETH R. SARDEGNA 
Acting Assistant Inspector General 

for Auditing 
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Introduction 

Purpose 

We audited the ALAC to determine whether the facility was operating in compliance 
with applicable laws, regulations, and policies and to assess internal controls. 

Background 

The ALAC provides a full range of financial services in support of the VA loan guaranty 
program and also provides administrative accounting services for certain VA regional 
offices (VAROs) and other VBA facilities.  Services provided include budget support, 
voucher examination, payment processing, accounting, management of accounts 
receivable, financial reporting, and financial advice.  The ALAC Director reports to the 
VBA CFO. 

VBA began consolidating financial activities supporting the loan guaranty program from 
46 locations to the ALAC, which was then known as the Mortgage Loan Accounting 
Center, in September 1999 and completed the consolidation in July 2001.  In this role, the 
ALAC provides support to the VA and VBA CFOs, VA finance and budget staffs, LGS, 
and VBA’s Regional Loan Centers (RLCs).  The ALAC also works with Countrywide 
Home Loans, a contractor servicing VA-financed mortgage loans; Ocwen Federal Bank, 
a contractor responsible for managing VA-acquired properties; and the VA Property 
Management Oversight Unit (PMOU), located in Nashville, TN. 

In August 2003, VBA began transferring accounting responsibility for VBA facilities’ 
general operating expenses, or administrative accounting, from the other facilities to the 
ALAC.  As of January 31, 2006, the ALAC had administrative accounting responsibility 
for 37 VBA facilities, and the ALAC Director expected to assume this responsibility for 
all other VAROs during fiscal year (FY) 2006. 

In FY 2005, the ALAC processed more than 160,000 financial transactions, including 
83,821 loan guaranty payments totaling about $1.3 billion and 9,641 loan guaranty 
deposits totaling about $460 million.  Other transactions included budget transfers, 
Federal advances, journal voucher adjustments, credit card adjustments, obligations, and 
payment inquiries. 

As of August 31, 2005, the ALAC had 26 employees, including the Director, 18 
accountants, 5 accounting technicians, a management analyst, and a program support 
assistant.  According to ALAC personnel, FY 2005 operating expenses totaled about 
$2 million. 
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Scope and Methodology 

During the audit, we: 

• Assessed the procedures for adding and changing vendor information; establishing 
and modifying obligations; making payments; auditing for payment errors; receiving, 
recording, and depositing cash receipts; collecting accounts receivable; resolving late 
payments; reporting disbursements and collections to the Department of the Treasury; 
and reconciling certain general ledger accounts to subsidiary records. 

• Interviewed ALAC managers and employees concerning their duties. 

• Reviewed Financial Management System (FMS) access rights of ALAC employees 
and other VBA employees. 

• Tested payment transactions for supporting documentation, approval, accuracy, and 
compliance with the Prompt Payment Act as codified in Title 5, Code of Federal 
Regulations, Part 1315.4. 

• Reviewed accounts receivable collection and follow-up operations for compliance 
with VA Handbook 4800.8, Vendor Debts, and VA Handbook 4800.9, Interest, 
Administrative Costs, and Penalty Charges. 

• Verified that cash receipts were accurately recorded and supported by deposit 
documentation. 

• Determined whether disbursements and collections were reconciled with Department 
of the Treasury records and whether differences were resolved. 

• Examined reconciliations between FMS account balances and subsidiary records. 

• Interviewed selected ALAC customers and reviewed customer surveys to evaluate 
satisfaction with ALAC services. 

During the audit, we used computer-processed data contained in FMS to identify 
transactions to be reviewed and for background information.  To assess the reliability of 
the data, we reviewed procedures for entering the data into FMS and compared data for 
selected transactions to source documents.  We identified control deficiencies, and tests 
of selected transactions showed that the data was not accurate and complete.  However, 
we concluded that additional testing was not warranted because the available data was 
sufficiently reliable to achieve our audit objectives.  The data limitations did not affect 
our assessment of internal controls or compliance with applicable criteria.  The report 
includes recommendations that, if implemented, will strengthen controls and improve the 
reliability of data. 
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The audit covered transactions occurring during the period October 1, 2003, through 
June 30, 2005.  The audit was conducted from February 2005 through January 2006 in 
accordance with Generally Accepted Government Auditing Standards. 
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Results and Conclusions 

Issue 1: Internal Controls 

Findings 

ALAC accounting records included transactions that ALAC employees did not initiate or 
validate; duties were not appropriately segregated; payments were not screened for 
duplicates; and certain payment errors were not corrected promptly.  Stronger internal 
controls would enhance accountability for funds and reduce the risk of loss to the 
Government. 
 
Accountability for Transactions in Accounting Records Could Be Improved.  The 
ALAC Director certified the facility’s accounting records even though those records 
included transactions that ALAC employees did not initiate or validate.  VA Directive 
4540, Financial Reports and Statements, requires that each facility director annually 
certify that the facility’s accounting records are accurate and complete.  However, 
personnel in other facilities initiated the following types of transactions that were 
included in ALAC accounting records, and ALAC employees did not review supporting 
documentation or perform quality reviews of these transactions: 
 
• RLC personnel generally initiated payments to mortgage companies related to the 

acquisition of foreclosed properties.  These payments totaled $2.3 billion in the 
7 quarters covered by our audit and constituted almost 92 percent of the $2.5 billion 
value of payments included in ALAC accounting records. 

• VARO Indianapolis personnel initiated payments and cash receipt transactions with 
Countrywide Home Loans related to the servicing of VA-financed mortgage loans. 

• VBA personnel in VA Central Office (VACO) initiated certain cash receipt and 
payment transactions. 

ALAC accounting records also included payments that ALAC employees made based 
entirely upon information from the PMOU without independently validating the 
information.  ALAC employees made these payments to Ocwen Federal Bank for 
management and repair of VA-acquired properties based upon electronic invoices 
received from the PMOU. 
 
Duties Were Not Segregated.  Duties related to payment processing, handling of cash 
receipts, and managing accounts receivable were not appropriately segregated.  VA 
Manual MP-4, Part V, Chapter 1, Accounting Principles, Standards and General 
Requirements, requires that responsibility for assigned duties and functions be segregated 
between authorization, performance, maintaining records, custody of resources, and 
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reviews to provide suitable internal checks on employee performance.  However, our 
review of the access rights of 211 VBA accounting and loan guaranty personnel with 
FMS access showed that 21 (10 percent)—17 ALAC employees and 4 other VBA 
employees—had access rights that were inconsistent with the segregation of duties 
principle: 
 
• Eight ALAC employees and one VBA employee stationed at VARO Indianapolis 

could obligate funds, make payments, establish accounts receivable, write off 
accounts receivable, and record cash receipts. 

• Eight other ALAC employees and two VBA employees in VACO could establish 
accounts receivable, record cash receipts, and write off accounts receivable. 

• Another VBA employee in VACO could obligate funds, make payments, and record 
cash receipts. 

• One other ALAC employee could obligate funds and make payments. 

During the audit, the ALAC Director removed FMS access rights that had allowed five 
ALAC employees to obligate funds and make payments, and the VBA CFO granted 
waivers allowing four ALAC employees to retain access rights that should normally be 
segregated. 
 
Payments Were Not Screened for Duplicates.  ALAC employees did not screen 
payments to detect duplicates.  Using data mining techniques, we searched electronic 
files of loan guaranty payments processed during FY 2004 and the first 3 quarters of 
FY 2005 to identify duplicate payments.  We identified 11 duplicate payments totaling 
$42,624.  For example, on September 24, 2004, ALAC employees processed a funding 
fee refund of $5,945 for a veteran using vendor code LGYVET, a code VA personnel 
sometimes use for payments to individuals who are not expected to receive additional 
payments.  Five days later, ALAC employees mistakenly processed another payment in 
the same amount for the same veteran using the same vendor code.  In another instance, 
ALAC employees processed a payment of $1,075 to a veteran on November 25, 2003, 
using vendor code LGYVET.  Nine days later, a second payment was processed using a 
unique vendor code specifically established for the transaction.1   
 
Payment Errors Were Not Corrected Promptly.  ALAC employees did not take 
prompt and appropriate corrective actions when they became aware of misdirected 
payments.  During the period February 2004 to March 2005, 46 payments totaling 
$51,933 in funding fee refunds intended for a mortgage company were mistakenly sent to 

                                              
1 When we brought the duplicate payments to the attention of ALAC employees, they promptly established accounts 
receivable to recover the amounts that were paid in error. 
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a construction company.  This occurred because RLC personnel used an incorrect vendor 
code.  VA generally processes payments to businesses using unique vendor codes to 
identify the recipients.  In most instances, vendor codes are identical to the vendors’ tax 
identification numbers.  FMS records included the same 9-digit tax identification number 
for both the mortgage company and the construction company.  To distinguish between 
the two companies, FMS included an additional 2-digit suffix in the mortgage company’s 
vendor code.  The 46 payments were misdirected because RLC personnel entered the 9-
digit tax identification number without the suffix as the vendor code. 
 
After the mortgage company complained that it had not received some of the payments, 
ALAC employees took action to block the use of the construction company’s vendor 
code and prevent additional misdirected payments.  When RLCs continued to submit 
payment requests using the 9-digit code, the transactions were rejected because of the 
blocked vendor code.  Although the VA Funding Fee Payment System (FFPS) Release 2 
Users Guide states that rejected transactions should be returned to the RLCs for 
correction, approval, and resubmission, ALAC employees changed the vendor codes and 
processed the payments without consulting RLC personnel or informing them of the 
errors.  At the time of our review, ALAC employees were trying to determine the total 
amount misdirected, but they had not issued a notice of indebtedness to the construction 
company, resolved the problem with the duplicate tax identification numbers, or 
instructed the RLCs to use the 11-digit vendor code for the mortgage company to prevent 
rejected transactions in the future. 

We discussed the issue with the ALAC Director, who subsequently required ALAC 
employees to return rejected funding fee transactions to the RLCs for processing in 
accordance with instructions in the FFPS Release 2 Users Guide.  The ALAC Director 
reported that the FFPS did not allow RLC personnel to delete rejected transactions and 
resubmit them with corrected vendor codes and that ALAC employees would have to 
process the transactions manually.  Even though ALAC personnel must process the 
transactions, sound management practices would dictate it is important that ALAC 
personnel notify appropriate RLCs of the rejected transactions to ensure that the 
appropriate vendor is paid and to help prevent future errors.  In addition, the ALAC 
Director should notify appropriate officials of the need to revise the FFPS Release 2 
Users Guide. 

Risks Could Be Reduced.  The deficiencies we identified occurred because managers 
focused their attention on the timely consolidation of accounting functions and 
processing of the workload and did not give sufficient attention to internal controls.  
Enhanced accountability for accounting records and screening for duplicate payments 
would reduce the risk that errors would not be detected and corrected.  Strengthened 
segregation of duties would reduce the risk of fraud, waste, or abuse.  In addition, more 
timely correction of payment errors would increase the probability of collecting the debts. 
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Conclusion 

Accountability for transactions included in ALAC accounting records could be improved; 
duties needed to be segregated; procedures needed to be developed and implemented for 
detecting duplicate payments; and misdirected payments needed to be identified and 
corrected promptly.  These improvements would enhance accountability for funds and 
reduce the risk of loss to the Government. 
 
Recommendation 1.  We recommended that the VBA CFO, in coordination with the 
Director, LGS, take actions to (a) strengthen accountability for transactions included in 
ALAC accounting records that are not initiated by ALAC employees and (b) ensure that 
employee duties are segregated whenever practicable, and implement procedures to 
identify and provide additional oversight of transactions processed by any employees 
whose duties are not segregated. 

Recommendation 2.  We recommended that the ALAC Director take actions to: 
(a) establish accounts receivable and recover the duplicate and misdirected payments 
detected during the audit; (b) develop and implement procedures to detect and recover 
duplicate payments; (c) monitor duplicate, misdirected, and other erroneous payments to 
detect trends and to identify appropriate preventive measures; and (d) contact the 
appropriate RLCs to verify vendor codes before resubmitting rejected funding fee refund 
transactions, and notify appropriate officials of the need to revise the FFPS Release 2 
Users Guide. 

Under Secretary for Benefits Comments 

The Under Secretary for Benefits agreed with the findings and recommendations.  To 
improve accountability for transactions included in ALAC accounting records, he stated 
that VBA is increasing coordination among the VBA CFO, the Director, LGS, and the 
ALAC Director.  ALAC personnel have identified all sources and types of transactions 
included in ALAC accounting records, and they are developing a quality assurance 
review program for property management invoices.  ALAC personnel will recommend 
that VACO personnel identify opportunities for additional compensating controls and 
additional oversight in conjunction with an initiative to restructure loan guaranty finance 
functions. 

The Under Secretary reported that VBA is addressing the need for better segregation of 
duties by changing FMS access rights of employees, adding controls, and requesting 
waivers of the requirements for certain employees.  ALAC personnel addressed the need 
for better segregation of duties of those obligating funds and making payments by either 
changing FMS access rights or requesting temporary waivers.  Write-offs of accounts 
receivable now require management approvals, and a quality assurance review is being 
performed to ensure that the required approvals are obtained.  The FMS rights of the 
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VARO Indianapolis employee were changed, and a waiver is being processed for VACO 
finance personnel.  In addition, FMS access rights will be reviewed at least annually to 
ensure that employee duties are properly segregated. 

According to the Under Secretary, ALAC personnel established accounts receivable and 
initiated actions to collect the duplicate and misdirected payments identified during the 
audit.  ALAC personnel revised procedures to help prevent duplicate payments, and they 
are performing monthly reviews to detect duplicate payments.  ALAC personnel are now 
contacting the appropriate RLCs before correcting rejected funding fee transactions, and 
they have notified appropriate officials of the need to correct the FFPS Release 2 Users 
Guide. 

Office of Inspector General Comments 

We consider the implementation plans acceptable and will follow up on planned 
improvement actions until they are completed. 

Issue 2: Management of Accounts Receivable 

Findings 

ALAC employees did not adequately manage accounts receivable due to the insufficient 
priority assigned to this task.  Recovery of the amounts owed was delayed, and VA did 
not have use of the funds for extended periods.  Also, the accounting records did not 
accurately reflect the value of accounts receivable. 

As of March 31, 2005, ALAC accounting records included 163 accounts receivable 
totaling $3,467,089.  To assess management of accounts receivable, we analyzed the 16 
largest accounts totaling $1,906,863, or 55 percent of the total value of ALAC accounts 
receivable, that were outstanding as of March 31, 2005.  The accounts receivable 
reviewed were established against 12 vendors doing business involving the VA loan 
guaranty program.  Seven were more than 90 days old as of March 31, 2005. 

Accounts Receivable Were Invalid.  Five accounts receivable totaling $641,981 were 
not valid debts owed to VA.  For example, on February 10, 2005, VA paid a mortgage 
company $140,127 for a foreclosed property.  After receiving notice that the creditor had 
filed for bankruptcy prior to the sale of the property and that the sale was invalid, RLC 
officials established one account receivable on March 16 and a duplicate on March 17.  
The mortgage company returned the funds to VA on March 24.  The payment was 
matched to one account receivable, which was closed, but the other account receivable 
remained outstanding until ALAC personnel canceled it on July 27 as a result of our 
inquiry. 
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Accounts Receivable Were Not Established Promptly.  When ALAC employees or 
other VBA personnel discover that a transaction resulting in a vendor debt to VA has 
occurred, VA Handbook 4800.8 requires that the vendor be sent a notice of indebtedness 
and an account receivable be promptly established in FMS.  ALAC employees did not 
promptly establish three accounts receivable totaling $364,810 in FMS.  They established 
these accounts receivable 22, 26, and 68 days after the notices of indebtedness were 
issued.  In the interim periods, accounting records did not include these valid debts. 

Offsets Were Not Done Timely.  ALAC employees did not initiate offsets timely for 
eight accounts receivable totaling $993,890.  If a vendor does recurring business with VA 
and does not pay a debt timely, VA must offset the amount owed, including interest, 
administrative costs, and penalties, from future payments owed the vendor.  VA 
Handbook 4800.8 states that an offset should be initiated 30 days after the notice of 
indebtedness unless the vendor has disputed the debt or made payment arrangements.  
ALAC employees initiated offsets for six vendor accounts receivable 54 to 215 days after 
the notices of indebtedness were issued.  These accounts receivable totaled $689,681.  
ALAC employees had not initiated offsets for two other accounts receivable that were 
648 and 497 days old at the time of our review.  As a result of our review, ALAC 
employees initiated offsets for these two accounts receivable and collected $304,209. 

Follow-Up Letters Were Not Timely.  If a vendor debt is not paid timely or offset, VA 
Handbook 4800.8 requires that follow-up collection letters be sent at 30-day intervals.  
ALAC employees did not send timely follow-up letters for 14 accounts receivable.  They 
sent follow-up letters for these accounts receivable 32 to 139 days after the notices of 
indebtedness. 

Interest, Administrative Costs, and Penalties Were Not Charged.  ALAC employees 
did not charge interest, administrative costs, or penalties on delinquent accounts 
receivable.  If a vendor does not pay a debt in full within 30 days from the notice of 
indebtedness, VA Handbook 4800.8 requires that interest and administrative costs be 
assessed.  If the debt is not paid or in a current repayment plan within 120 days, 
additional penalty charges must be assessed.  Fiscal officers are authorized to waive 
collection of interest, administrative costs, and penalties if they make a determination that 
collection of these charges would not be in the best interest of the Government. 

ALAC employees should have assessed interest and administrative costs totaling $15,317 
on the 11 valid accounts receivable reviewed.  In addition, penalties totaling $57,340 
should have been assessed on eight of the accounts receivable.  Assessing interest and 
other late charges would provide vendors an incentive to pay their debts timely and to 
promptly dispute any invalid debts.  ALAC employees did not assess interest, 
administrative costs, or penalties on delinquent debts because automated systems did not 
calculate the charges and managers believed manual calculations would be unduly 
burdensome.  However, they had not analyzed the costs and benefits and made a 
determination that assessing these charges was not in the Government’s best interest.  
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ALAC employees subsequently performed a detailed cost/benefit analysis and 
determined it would not be in the best interest of the Government to assess interest, 
administrative costs, and penalty charges on these delinquent vendor debts. 

Higher Priority Was Needed.  ALAC accounts receivable were not effectively managed 
due to the insufficient priority assigned to this task.  Ineffective management of accounts 
receivable delays recovery of the amounts owed and precludes VA’s use of the funds in 
the interim.  In addition, the probability of collection may be reduced.  Delays in 
establishing accounts receivable in FMS and inclusion of invalid accounts receivable 
result in inaccurate valuations of accounts receivable. 

Conclusion 

Audit results showed that accounting records did not accurately reflect the value of 
accounts receivable; ALAC employees did not aggressively pursue collection of debts; 
and the ALAC did not assess required interest, administrative costs, or penalties on 
delinquent debts.  As a result, recovery of the amounts owed was delayed, and VA did 
not have use of the funds for extended periods. 

Recommendation 3.  We recommended that the ALAC Director take actions to ensure 
that: (a) only valid, outstanding debts are included in FMS; (b) accounts receivable are 
established in FMS promptly; (c) offsets are initiated timely; (d) follow-up collection 
letters are sent at 30-day intervals if vendor debts are not paid timely or offset; and 
(e) procedures are developed and implemented to assess interest, administrative costs, 
and penalty charges on delinquent vendor debts unless a determination is made that 
collection of these charges would not be in the best interest of the Government. 

Under Secretary for Benefits Comments 

The Under Secretary for Benefits agreed with the findings and recommendation.  He 
stated that ALAC personnel canceled the invalid accounts receivable identified during the 
audit.  They are reviewing accounts receivable weekly to ensure that only valid accounts 
receivable are included in FMS and that collection actions are appropriate and timely.  
Quality assurance reviews will also be conducted at least annually to ensure that accounts 
receivable are promptly established and to monitor collection actions.  ALAC personnel 
performed a detailed cost/benefit analysis and determined it would not be in the best 
interest of the Government to assess interest, administrative costs, and penalty charges on 
delinquent vendor debts. 

Office of Inspector General Comments 

We consider the implementation plans acceptable.  We will follow up on planned 
improvement actions until they are completed. 
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Appendix A   

Monetary Benefits in Accordance with 
IG Act Amendments 

Recommendation Explanation of Benefit(s)
Better Use of 

Funds

2a Duplicate and misdirected 
payments needed to be recovered. 

 $ 94,557 

3c Accounts receivable owed by 
vendors needed to be offset 
against payments to those 
vendors. 

 304,209 

  Total $398,766 
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Appendix B   

Under Secretary for Benefits Comments 
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Appendix C   

OIG Contact and Staff Acknowledgments 

 
OIG Contact Michael Guier  (214) 253-3301 
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Appendix D   

Report Distribution 
VA Distribution 
 
Office of the Secretary 
Veterans Benefits Administration 
Assistant Secretaries 
Office of General Counsel 
Office of Business Oversight (043) 
VBA Chief Financial Officer (24) 
Director, Loan Guaranty Service (26) 
Director, Administrative and Loan Accounting Center (105/00) 
 
Non-VA Distribution 
 
House Committee on Veterans’ Affairs 
House Appropriations Subcommittee on Military Quality of Life and Veterans Affairs, 

and Related Agencies 
House Committee on Government Reform 
Senate Committee on Veterans’ Affairs 
Senate Appropriations Subcommittee on Military Construction and Veterans Affairs, and 

Related Agencies 
Senate Committee on Homeland Security & Governmental Affairs 
National Veterans Service Organizations 
Government Accountability Office 
Office of Management and Budget 
U.S. Senate:  John Cornyn, Kay Bailey Hutchison 
U.S. House of Representatives:  Lloyd Doggett 

 
 
This report will be available in the near future on the OIG’s Web site at 
http://www.va.gov/oig/publications/reports-list.asp.  This report will remain on the OIG 
Web site for at least 2 fiscal years after it is issued. 
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